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JAN

8 1965
SUMMARY OF TAX CHANGES AFFECTING INDIVIDUAL TAXPAYERS

There are many changes in the new tax law which affect
the individual taxpayer.

Following is a summary of the more

important changes.
1.

Rate Reduction - The present tax rates for individuals

have been reduced from a range of 20 to 91 percent to a new range
of 16 to 77 percent for 1964 and to 14 to 70 percent for 1965.

The withholding rate table was reduced early in 1964 to 14 percent.
This means that the rate which applies to your 1964 return (due
April 15, 1965) will be in the 16 to 77 percent range, while the with

holding rate for 1964 was only 14 percent.

You may therefore have

to pay additional tax with your 1964 return because of insufficient
withholding.

2.

Minimum Standard Deduction - An individual taxpayer

can either itemize his deductions for contributions, medical expenses,
taxes, interest, etc. or, instead, can use the existing 10% standard

The standard deduction cannot, however, exceed $1,000.

deduction.

Beginning with 1964 income tax returns, a minimum standard deduction
is now available.

The deduction, if chosen, will be $300 for the

first exemption plus $100 for each additional exemption.

Of course,

the taxpayer may continue to take the full $600 personal exemption

to which he is entitled.
3.

Dividend Credit and Exclusion - The 4^ credit on

dividends recieved was reduced to 2% for 1964 returns.

repealed entirely for years after 1964.

The credit is

The $50 dividend exclusion

was increased to $100 for 1964 and subsequent years.

4.

Sick Pay Exclusion - The new rules on excludable

sick pay provide that an employee who receives as sick pay more than

75% of his regular weekly salary while absent from work cannot
exclude any of that sick pay during the first 30 days of absence

whether hospitalized or not.

An employee who receives as sick pay 75% or less of his
regular weekly salary while absent from work can exclude the lesser
of his weekly sick pay or $75 per week.

This begins on the first

day of absence if he is hospitalized at least one day during the

first 7 calendar days of absence.

If not so hospitalized, the

exclusion begins after the first 7 calendar days of his absence.
After the first 30 days of absence from work due to ill

ness, an employee can exclude the lesser of the amount of regular
weekly salary he receives as sick pay or $100.
Sick pay received in excess of the $75 or $100 ceilings

is fully taxable.

5.

Sale of Residence by Aged Taxpayer - If a taxpayer

sells or exchanges his principal residence after he reaches the
age of 65, and he has owned and used it for five years of the

last eight years preceding the sale, he can exclude from Income any
profit if the sale price is $20,000 or less.

If the sale price

exceeds $20,000, that proportion which $20,000 bears to the total
selling price is excludable.

For example: if the selling price is

$60,000, then 1/3 ($20,000/$60,000) of the profit on the sale is
excludable.
Several special rules apply to such circumstances as
Jointly held residences, residences of a deceased spouse, stock

holders in cooperative housing corporations, etc.
examined carefully.
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They should be

6.

Deduction of Certaintate
S
and Local Taxes - Generally,

the following taxes which were deductible before 1964 are not deductible

in your 1964 returns:

cigarette and tobacco taxes, taxes on alcoholic

beverages, admission taxes, motor vehicle registration taxes, drivers’
license fees, occupancy taxes and transfer taxes.

7.

Casualty Loss Deductions - A limitation on the deduct

ibility of personal losses from casualty or theft is now in effect.

You

may now only deduct amounts in excess of $100 on each loss. A husband and

wife filing a joint return are subject to only one $100 limitation;
however, if separate returns are filed each is subject to a separate
$100 limitation.

8.

Medical Expense Deduction - The 1% floor on the

deductibility of medicines and drugs for taxpayers who attain the
age of 65 before the end of their taxable year has been repealed.

A deduction is now allowed for all medical expenses paid by a tax
payer if either he or his spouse is 65 or over or paid for the

care of a mother or father of the taxpayer or his spouse if the parent
is 65 before the end of the taxable year and also is a dependent of
the taxpayer.

9.

Child-care Expense Deduction - The rules on deducting

cost of caring for certain children and other dependents have been

liberalized:

(a)

the amount of income that families with working

wives can earn and still qualify for the full deduction is increased
from $4,500 to $6,000; (b) the maximum annual deduction allowed
where there is only one dependent is $600, for two or more dependents,
$900; (b) the child-care deduction is now available to a husband
filing a joint return whose wife is Incapacitated (incapable of caring
for herself) or institutionalized for at least 90 consecutive days

(or less if she dies).
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The $6,000 limitation and the joint return requirement
do not apply if the wife is Institutionalized for at least 90 days
and the $6,000 limitation also does not apply for working wives

if the husband was Incapable of self support because of mental or

physical defect.

A child-care deduction may be taken for expenses for care
of a dependent who is physically or mentally incapable of caring
for himself or is a son or daughter (or stepson or stepdaughter)

of the taxpayer and is under the age of 13.

Under the old rules

the age limit was 12.

10. Moving Expense Deduction - The 1964 Act permits
employees to deduct reasonable moving expenses of starting work

at a new principal place of employment.

Moving expenses include:

the moving of household goods and personal effects and travel

expenses (including meals and lodging) from the old to the new
residence.

For the deduction to be available, the taxpayer’s commuting
distance from his former residence to his new place of work must

be at least 20 miles farther than was his previous commuting distance.
Moving expenses are deductible only if, during the 12-month period

immediately after the taxpayer’s arrival at his new principal place

of work, he was a full-time employee in that general location for

three-fourths of the time; i.e., 39 weeks.

If an employee is

reimbursed for moving expenses he can deduct the expenses in excess
of reimbursement.
The deduction is available for all moving expenses of
the members of the taxpayer's household who had as their permanent

place of abode the taxpayer's former residence and moved to his
new residence.
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11. Capital Loss Carryovers - Before the passage of the

Revenue Act of 1964 any net loss In excess of gains, for example
in security transactions, was applied against other income up to
$1,000.

Any remaining loss could be carried to subsequent years as a

short-term capital loss until the loss was exhausted.

However, if

the carryover was not exhausted within five years, no further offset
was allowed.

Under the new rules any capital loss not used in the year

of loss may be carried over to subsequent years indefinitely until
it has been exhausted.

The losses so carried over will be treated

as long-term or short-term depending upon their origin: i.e.,
long-term capital losses will first reduce long-term capital gains

in the carryover year, then short-term capital gains and finally,

up to $1,000 of ordinary Income.

If both short-term and long-term

losses are sustained in a taxable year in which no capital gains
are realized, the short-term losses are to be applied first against

ordinary income in a subsequent year.

The new rules are effective

for taxable years beginning after 1963.

However, if a capital loss

occurred in an earlier year and, under the prior 5-year rule, can
be carried forward to the taxpayer's first taxable year beginning
after 1963, the taxpayer may do so.

The loss will be treated as a

short-term capital loss occurring in that year, eligible for further

carryover until exhausted.

12. Averaging of Income - The 1964 Act permits the
averaging of income for certain taxpayers whose income fluctuates

widely from year to year.

In effect, bunched income received in one

year will be taxed as if it had been received over a 5 year period.

These rules are intricate and complex.

to you, you should

If this provision applies

see a qualified consultant such as a
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Certified Public Accountant, or contact the nearest office of
the Internal Revenue Service.
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